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J dan Oliver, pi rector, Office of 
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Affairs, P e part a ant of State 

Axt AaeeaaBexrt of Soviet Threat# to 06 
oil Xsterests la the leer Bast 

Forward**! In accordance with the agreentst reached In the 
seating with Mr. Rockwell on 38 Septesaber 19^7, is the CIA 
contribution to subject project* The undersigned will be prepared 
to discuss tills contribution in the Beating scheduled for 

16 October IS &J. 
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An Assessment of Soviet Threats to US Oil 



Forecasts of petroleum supply and demand in the USER through the 
period ending in 1975, indicate that Soviet oil will poms no serious 
throat to the normal flow of oil in Free World markets, or to US oil 
interests in the Hear Bast, production of oil in the USSR will he 
5-7 million barrels per day in 19&7 and may increase to 7 million bpd 
in 1970 and exceed 9 million bpd in 1975 . These rates of output will 
correspond to slightly lea# than SO percent of total world oil produc- 
tion in each of those years. 

Rising demand for oil in the UBS* and other Communist countries, 
resistance to Soviet oil in Free World markets, and competition have 
resulted in «u declining rate of in crease in Soviet (Communist Bloc) 
exports of oil to the Free World. In the period i 960 through 1965 * 
Soviet oil ej ports to the Free World increased at an average annual 
rate of about 15 percent) in 1966 and 67, the rate of increase is 
estimated to be about 10 percent. This latter rate is expected to 
continue through the near tews. Exports of Soviet oil to the Free World 
probably will be slightly more than 1 million bpd in 1970 and about 
1.5 m illion bpd in 1975 • Certain recipient countries where total oil 
demand is small, such as Iceland, Finland, Ghana, and Afghanistan will 
continue to fee heavily dependent on Soviet oil. However, Soviet oil 
exports will represent less than 10 percent of Western Europe’s total 
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supply and loss than 3 percent of total free World supply Ip 1970 and 
19?5i auout ';he amm as at presan t. 

2. Soviet Action Affecting UB Oil Interests la the gear Salt 

The brond Soviet objectives in the Saar test — to reduce We a tern 
influence ami through trade and aid to gain economic advantage at the 
expense of tiie West — constitute threats to OS oil Interests. However, 
except as tb* USSR say have encouraged the nationalization of foreign 
oil company ssesta in the Bear mate, the USSR tea taken no direct 
action, hostile or otherwise, that would significantly affect SB oil 
interests. ! decent actions by the test govenawts of the oil producing 
countries of the Bear Bast that adversely affected OS oil Interests, 
probably would have been taken independently of say ancourageaent by 
the USSR. S3 a* imposition (and renewal) of the selective embargo of 
oil sales as a result of the Israeli var stemmed frost within the Arte 
states rathe.: than at tee bidding at saw our age sent of the USSR j requests 
for higher pi:iees for Arte oil arose from selfish, nationalistic 
recognition of prevailing economic conditions. 

Overt anriet involvement in the Bear test petroleum industry has 
been United essentially to exploratory activities in Sgypt, in the 
Iranian territory of the Caspian See, in Algeria, and in Syria* Item 
of these activities constitutes a direct threat to UB oil interests, 
expansion of Soviet activities in the production phase of the industry 
(beyond exploration) in the Bear test would ne ce s sitate significant 
changes from the historical economic policies of the USSR and the host 
governments. She USSR does not provide risk capital in foreign oil 
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ventures and Is gufitraateed payment for Its work whether or mat oil is 
ttimA. Conversely, oil rrmj— ls» tkal search for oil la the Sear East 
under the texts* of agreements with the §wmmti concerned, or with 
national oil poapanlss representing the g ov e r n men ts, are repaid for 
their ejcpeases from the proceeds for the sale of oil If found, or 
absorb the cent themselves, If dl is not found. 

There ii no evidence that either the USSR or the governments of 
oil producing states sill depart ttm Uses respective positions In 
the near future. Ihe USSR has sought capital inveataant fro® the 
communist countries of Sastsm durope for expmita of its own oil 
industry sod, thus, probably would not divert capital to foreign oil 
activities, fits producing countries of tbs Sear last, for their pert, 
bow have developed resources adequate to meet likely demands for their 
oil through the nest decade and, thus, probably would not risk their 
capital far the developae®* of oil reserves for which there is no 
iccaediate need. Countries that are not now producing would lack 
capital of th&Ir own and funds for oil development activities would 
have to eons frost outside sources. 

The Sovlst-Xraaias* agre e ment s involving the exchange of Soviet 
capital and military goods for Iranian gas have mutually beneficial 
ecosncsale advantage# for those parties and, rather than representing a 
threat to US oil interests, nay be a force for stability in the area 
and benefit tissue Interests, the USSR, Iran, and the Consortium 
recognize caw another's importance in the agreements. Iran's credit 
in world money market* and thus its capability to provide mtppleswstary 
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foreign exchange for completion of the capital projects envisaged as 
part of the agreements Is dependent on the continued export of Irani sc 
oil through l&e marketing apparatus of the Consortium. Moreover, the 
successful ft Umlaut of the gas supply contract depends on the 
vm interrupted production of oil since the gas occurs in association 
with the oil.. 

3. Actions Ijo Minimise Threats to gS Oil Baterests 

There see actions that sight he taken to slnizaise Soviet threats, 
real or potsartisl, to OS oil interests in the area. Such actions, 
however, probably would he unacceptable to the oil companies. £a 
those circuaaitances where concession ness, in which there is m oil 
interest, art relinquished voluntarily ©r, ss la the eon of Iraq’* 
Rorth Kumallit oilfield, denied by go ve r nm ent fist, non-US oil companies 
fraa other Free World countries might he encouraged to hid for 
contract* to exploit released areas as they hecoss aveUsble. It is 
unlikely that, the USSR would he willing, or able, to hid against 
Western oil companies on as gsasrous terras. 

US oil interests traditionally hare reacted to demands of the 
heart governments for modification of commercial agreements by liberal- 
ising the terms. The elimination of the marketing fees, the expensing 
of royalties, and the increased payments far pipeline transit are 
exaeapla*. The oil companies, rather than reacting, might anticipate 
possible demands, particularly where such demands are legitimate or 
reasonable, and seise the initiative lay making unsolicited proposals 
to the governments. Such initiative might deny the USER opportunities 
fear creating dissatisfaction in those countries. 
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The action# outlined above to uiniaiMi direct threats by the USSR 


to US oil, interests would, of course, erode company profits in the 


short term and whet the appetites of tbs countries for additional 


liberal iaafcioa of the agreements. 


actions might, however, fore- 


stall adverse action by those goverassats and permit IB oil latereste 


to borrow tiae in which to reduce the free world's dependency on Hear 


Bast oil by locating new sources outside the ares or develop 


alternative lourcee of energy. 


Approved For Release 2002/0|8/01 : CIA-RDP70S00385R00pi 00240003-2 





